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PANAMA KEY ECONOMIC INDICATORS 
(All values in $ million, except as noted) (Exchange Rate: US$1.00=1 Balboa) 


% Change 
1978 1979 1980 80/79 
Income, Production, Employment 
GDP at current prices 2,458 2,840 3,400(E) 19.7 
GDP at constant (1960 prices) 15262 17352 1,418(P) 4.9 
Per capita GDP, current prices 1,410 1,589 1,858(E) 16.9 
Industrial production(constant 
1960 dollars) 162.5 186.6 194.0 
Refinery production, net of 
refinery fuel - mil. of bbls. i6 .2 75:.0 13.0 
Construction - value permits - 
Panama City area 10851 
Population (000) 1,830 
Employment (000) na 
Unemployment rate (%) ; ‘ na 
Electricity production (000 MWH) 17612 


Banking 
Domestic credit outstanding (12/31) 2,531 


Domestic deposits (12/31) 2,406 
Domestic loans granted during year 3,656 
Number of banks 108 


Inflation 
Wholesale price index (% change) 
Consumer price index (% change) 


Public Sector Debt 
Total 
Outstanding (12/31) 
(External) 
Debt service 
(External) 


Central Government(CG) Onl 
Outstanding (12/31) 
(External) 

Debt service 
(External) 
Total debt as percent GDP 
External debt as percent GDP 
External debt service as percent 
exports of goods and services 


Balance of Payments and Trade 
Exports (goods) 301.9 334.1 410 22.7 


US share 102.4 133.47 na na 
Imports (g9 ds) 862.0 1,104.9 1,280 15.8 
US share— 269.4 375.0(E) na na 
Trade balance -560.1 -770.8 -870 12.9 
Net services balance 353.2 452.9 580 28:22 
Current account balance -209.1 -300.7 ~ -270(E) -10.2 

Gross flow to Panama, from 
USG Canal agencies— 260 319 393 a 


1/ 1978 figure from Panamanian data,1979 figure based on US export data 
2/ Wages, retirement benefits, purchases by USG agencies and by US citizen 


..,employees, and Treaty payments to Panama. 
(8) = Estimated; (P) = Preliminary 





SUMMARY 


Panama's economy grew rapidly in 1979 and 1980, and the near term 
prospects are for continued real growth in the 5-percent range. 
The recent growth has been sparked by a resurgence of construction 
in 1979 and 1980. Commerce, banking, manufacturing, and electric 
power are also growing rapidly, but agriculture is lagging behind. 
The large-scale hydroelectric power development program promises 
both to increase the power available for industrial and residen- 
tial users and to reduce fuel oil imports, as Panama converts to 
100 percent hydroelectric generation. Private investment in- 
creased 18 percent in real terms in 1979, to about 15 percent of 
the gross domestic product (GDP). Government investment was re- 
strained in 1980, but is expected to increase in 1981. 


The Government of Panama (GOP) fiscal situation improved in 1980. 
Receipts were greatly increased, and taken as a whole, the State- 
owned enterprises produced a small surplus. The public sector 
deficit declined for the first time in 6 years. Public sector 
borrowing in 1981 is likely to remain at about the same level as 
in 1980. Interest payments will remain high and will depend to a 
great extent on external interest rates. 


Inflation was 14-15 percent in 1980 but has begun to moderate. 
Unemployment is still very high and will remain a serious problem, 
as the number of jobs created will not be enough to employ new 
labor force entrants unless there is greater investment in labor- 
intensive industry. 


Panama continues to enjoy great success as an international bank- 
ing center and now has 108 banks. Local credit is ample, reflect- 
ing the confidence of the banking community in current business 
conditions. 


The balance-of-payments current account deficit is estimated to 
have declined slightly in 1980, after a large increase in 1979. 
Canal Treaty payments and purchases by U.S. Government agencies 
in the Canal area, especially by the military services, contrib- 
uted to this improvement. Net private investment increased in 
1979 from almost nothing the previous year and should continue to 
increase as attractive investment opportunities appear in Panama. 
Labor-management-government relations probably have been improved 
by the passage of a new labor law, which was a compromise between 
the positions of business and labor. 
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U.S. exports to Panama continue strong (up 32 percent in 1980), 
and U.S. investment also continues to grow. Two projects of enor- 
mous economic and commercial significance are likely to be initi- 
‘ated in 1981: the transisthmus oil pipeline and the Cerro Colorado 
copper project. Other major projects which offer attractive op- 
portunities to U.S. business include expansion of the Colon Free 
Trade Zone, electric power expansion, new municipal water systems, 
improvements to the Panama Canal, new commercial fishing facili- 
ties, and many others. 


GROSS DOMESTIC PRODUCT 


Panama's GDP grew by 7 percent in real terms (in constant 1960 
dollars) in 1979 and is estimated to have grown by almost 5 per- 
cent in 1980, according to the latest data available.* Per capita 
GDP also grew in real terms by about 2.5 percent in 1980, to ap- 
proximately $1,858 in current dollars. These high growth rates 
are a welcome change from the very low, even negative, rates ex- 
perienced during Panama's 1974-77 recession and are in sharp con- 
trast to the growth rates of other countries in the region and to 
worldwide trends. The prospects are for continued moderately 
strong economic growth in the range of 5 percent in real terms for 
1981. This prediction could be upset by a delayed effect of the 
downturn in world trade in 1980, or further worsening of external 
economic conditions. 


The fastest growing sectors in 1980 were construction, banking and 
insurance, public administration, and commerce. The high rate of 
growth in 1979 was led by electric power, manufacturing, commerce, 
transportation and communications, and construction. Agriculture 
has lagged behind the other sectors for reasons discussed more 
fully below. Services and commerce have increased in importance 
recently, to surpass agriculture, which fell in 1980 from first to 
third place in the ranking of economic sectors. 


*GDP data for 1977, 1978, and 1979 were revised in late 1980 to 
show significantly higher real economic growth rates than pre- 
viously indicated. The 1977 figure increased from 3.4 to 4.6 per- 
cent, 1978 growth was revised from 3.7 to 6.5 percent, and 1979 
growth became 7 percent instead of 4.9 percent. The revisions were 
due to various omissions in the earlier data, especially with re- 
gard to Panama's refinery. They have been questioned by many local 
economists, who suspect that they reflect a misleading price ef- 
fect. Nevertheless, in the absence of any other official data, 

we have accepted them for use in this report. 





MANUFACTURING 


Excluding the production of refined petroleum products, real 
growth of the manufacturing sector was 7.6 percent in 1979 and 6 
percent in 1980. Food processing, Panama's most important manu- 
facturing activity, grew at a respectable 8.4 percent in 1979 and 
4.8 percent in 1980. Refined sugar, tomato products, dairy prod- 
ucts, and alcoholic beverages were those products with the highest 
production increases. Other important industries with high real 
growth rates in 1980 were clothing manufacture (up 6.3 percent), 
paper manufacture (up 14.3 percent), and metal working (up 10.5 
percent). Industries related to construction also have had a 
high rate of expansion recently. 


Manufacturing should continue to register substantial gains be- 
cause of strong local demand and generous governmental incentives. 
A program to encourage light assembly and partial processing op- 
erations aimed at supplying export markets (the Maquila Program) 
has yet to result in investments by major multinational firms, 

but several are currently considering establishing such operations. 
Because of the small local market, this type of program is the 
main area of governmental emphasis in industrial development, 
rather than import substitution. 


CONSTRUCTION 


The fastest growing sector at this time, construction, grew 8.2 
percent in real terms in 1979 and at an even faster 12.8 percent 
in 1980. Most of the recent construction has been by the private 
sector, and in the Panama City area in 1980 was divided 42 per- 
cent residential, 52 percent commercial, and 6 percent miscella- 
neous. Most of the residential construction has been of luxury 
apartment buildings; there remains a shortage of low-income 
housing. 


When adjusted for an average annual inflation factor of 10 percent, 
construction in the Panama City area in 1980 reached only 53 per- 
cent of that attained in 1973, the peak year of the last construc- 
tion boom. There may therefore be some room for additional expan- 
sion. 


In 1981 so far, there appears to be some leveling off of activity, 
but construction now underway is thought to be sufficient to oc- 
cupy most local construction firms for the next year or so. If 
there is a moderate decline in private construction starts, 
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government construction, which has been virtually stagnant for 2 
years, could pick up. Thus, the prospect is for a slight downturn 
in the growth rate of this sector, but with continued moderate-to- 
good growth over the next 2 years. 


Among the factors which were responsible for the disastrous de- 
cline-in construction in 1974 were an oversupply of high-cost 
housing, sharp price rises of construction materials, new housing 
laws that reduced rental property profitability, and a drying up 
of credit. Most of these factors do not appear to be on the hori- 
zon at the present time, although the luxury housing market may be 
approaching saturation. 


ENERGY AND ELECTRIC POWER 


Petroleum provides about 60 percent of Panama's energy, hydro- 
power provides 25 percent, and wood and bagasse, provide 15 percent. 
Excluding ship bunkering and the international airport, local con- 
sumption remained relatively constant at 6.6 to 6.9 million barrels 
per year for 5 years (1975-1979), dropping to 6.4 million in 1980. 


The Government has taken several measures to encourage conserva- 
tion, such as applying the gasoline sales tax to public sector 
agencies. As a result, the domestic consumption of gasoline 
dropped slightly in 1980. In addition, the development of hydro- 
electric power resources has resulted in a fuel oil savings esti- 
mated at some two million barrels in 1980. More savings are ex- 
pected as the conversion to hydro-power proceeds. 


Under the rubric of the oil facility signed in San Jose, Costa 
Rica, in 1980, Panama has entered into agreements to purchase 
12,000 barrels per day each of Mexican and Venezuelan crude, 30 
percent of which is financed on highly favorable terms. These 
credits should assist Panama to ease its oil import payment burden. 


Oil exploration is proceeding in the Darien and Bocas del Toro 
areas by Sossa Petroleum. Indications of oil have been found but 
the amounts are not yet of commercial quantities. The World Bank 
recently announced a $6.5 million loan to Panama to help promote 
energy resources exploration (oil, coal, and geothermal) and to 
improve energy planning and coordination. A new hydrocarbon law 
being readied is designed to encourage foreign investment in this 
area. 


Panama's per capita consumption of electricity, over 800 kilowatt 
hours per year, is among the highest in Latin America. Until 1976, 
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power generation relied almost exclusively on thermal and diesel 
power sources, but now hydro-power generates 60 percent of the 
total. Work is proceeding on the 255-megawatt La Fortuna dam 
which, when completed in 1984, will bring Panama close to 100 per- 
cent hydro-power generation. 


Most of the power is consumed by residential and commercial users, 
with industry only consuming 14 percent of the total. However, 
industrial consumption increased 30 percent in 1980, and with the 
development of large projects such as the transisthmus oil pipe- 
line and the Cerro Colorado copper mine, industrial uses would 
increase greatly. Panama has investigated some 30 sites which, 

if completely developed, could supply all of Panama's needs for 
the next 25 years at currently anticipated growth rates of 6-8 
percent per year. 


For a description of future development plans, see the section on 
"Commercial Implications for the United States." 


AGRICULTURE 


Agriculture has remained depressed despite the healthy resurgence 
elsewhere in the economy. The agricultural and fishing sector 
declined 1.8 percent in real terms in 1979 (the only sector to 
decline) and showed only 1.1 percent real growth in 1980. Agri- 
culture employs 30 percent of the labor force but accounts for 
only 13.7 percent of the GDP. 


Agriculture's poor performance is attributed to a shortage of 
arable land, declining fertility from heavy use and poor soil con- 
servation, unfavorable or ill-timed governmental policies, high 
production costs, and, in general, low productivity in comparison 
with other Latin American countries. Much of the agriculture is 
still of the primitive low-yield, slash-and-burn type which dam- 
ages the soil. Investments elsewhere apparently are more profit- 
able than in improved production techniques. Among those policies 
that have hurt agriculture are governmental price controls, delays 
in increasing price supports on certain crops, and requirements to 
satisfy the local market before exporting, along with inadequate 
extension services resulting from excessive attention paid to the 
"asentamientos" (government-sponsored collective farms). 


The output of many important crops declined in 1980. Storm damage 
in late 1979 resulted in a 1980 banana harvest down 52 percent by 
volume. Sugar production was also lower, while beef production 
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increased slightly and cocoa and coffee production were about the 
same. Although the volume of exports was lower, the value went up 
because of favorable world prices for sugar, bananas, and coffee. 


The outlook is for slightly increased sugar production in 1981 and 
increased coffee and banana production. Corn and rice production 
should increase because of higher support prices, although rice 
will have to be imported in 1981/1982 after large exports in the 
previous 2 years which drew down stocks. If the Government further 
relaxes price controls as it is considering, production should in- 
crease. The Government also plans to review support prices more 
often in order to stimulate production. 


INVESTMENT AND CONSUMPTION 


While overall investment fell somewhat in real terms in 1979, the 
reason was entirely due to a cutback in public sector investment. 
Private investment recovered from the recession and made unneces- 
sary further large-scale governmental spending in order to stimu- 
late the economy. Private fixed capital investment had fallen to 
6.8 percent of GDP in 1977 but increased to 14.6 percent of GDP in 
1979. This is not only a good sign of the basic health of the 
economy, but it also reduces the strain on the government budget 
that resulted from massive public sector intervention in the 
economy. 


Capital goods investment (excluding construction) has not been 
growing as rapidly as private consumption, which increased 15.6 
percent in real terms in 1979. The rapid growth of GDP in 1978 
and 1979 was stimulated partly by pent-up consumption demand re- 
leased after the period of recession and uncertainty that ended 
in 1977. 


INFLATION 


Prices rose sharply in early 1980, but the rate of increase began 
to moderate somewhat toward the latter part of the year and this 
moderation continued into the early months of 1981. The Consumer 
Price Index (CPI) went up 13.8 percent for 1980 as a whole. The 
Panamanian CPI gives heavy weight to basic necessities, many of 
which are price controlled. This tends to bias the CPI downward, 
although the large increase for 1980 reflects several substantial 
increases in the legal prices of:some controlled items. Other 
large price increases occurred in transportation and electric 

power because of the increased cost of imported oil. The Wholesale 
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Price Index is considered to be more reliable, and at a 15.3- 
percent increase for 1980, it showed a slightly higher rate of 
inflation than the CPI. Price increases on most locally manufac- 
tured products were over 20 percent in 1980, but the prices of 
local agricultural products have not kept pace with the overall 
rate of inflation. Prices of imported products rose at an average 
rate of about 15 percent. 


UNEMPLOYMENT 


Official GOP figures estimate unemployment in 1979 at 8.8 percent, 
an increase from the 8.1 percent of 1978, but most observers be- 
lieve that this is too low. Recent surveys have shown unemploy- 
ment to be 25-35 percent in Colon and at a similar level in poor 
areas of Panama City. The official figures may reflect a "dis- 
couraged worker" effect that reduces the size of the potential 
labor force and, hence, the measured unemployment rate. A recent 
analysis by the U.S. Agency for International Development (AID), 
which kept a constant 60-percent economically active population 
ratio for 1970-1979, calculated an unemployment rate of 17 percent 
in 1977 and 1978, falling to 15.4 percent in 1979. 


In addition, the total employment increase of 5.6 percent in 1979 
may be overstated because of a possible error in the employment 
figure in the agricultural sector, but even this rate is not 
enough to keep pace with the number of new job seekers. There is 
also a great deal of underemployment in urban poor areas and in 
rural areas. The need to stimulate investment in new, labor- 
intensive industries remains Panama's number one economic (and 
political) problem. 


GOVERNMENT FINANCE 


The GOP fiscal situation continued to improve in 1980, assisted 
by Treaty payments and by the economic upturn that began in 1978. 
Central Government revenues increased by 40.5 percent last year, 
largely because of increased U.S. Government payments to Panama 
required by the new Panama Canal Treaty, but tax revenues in- 
creased by 25 percent as well. Total Central Government expendi- 
tures increased by about 34 percent, despite efforts of the GOP to 
hold back spending wherever possible, especially in investment. 
High interest rates on the large external debt were responsible 
for much of the increased current expenditures. Nevertheless, the 
improvement in revenues and efforts at spending austerity, plus 
reduced operating deficits of public sector enterprises, produced 
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the lowest public sector deficit since 1974, about $200 million, 
according to International Monetary Fund calculations. 


Apparently, no new revenue measures are planned for 1981, as there 
is no desire to discourage private investment by increasing the 
tax burden. Despite efforts to hold down current spending, public 
sector investment is slated to increase by about 20 percent in 
1981, a substantial increase over the last 2 years. The largest 
investments are to be in electric power, public housing programs, 
transportation, and agriculture (mainly loans to farmers). 


DEBT SITUATION 


The highest increase in the Panamanian public sector debt occurred 
in 1978, when total debt reached 97 percent of GDP and external 
debt reached 72.9 percent of GDP. These were among the highest 
such ratios in the world. Spending had shot up in 1978 because 

of an emergency employment program, large losses by the sugar en- 
terprise, and high interest payments. The ratios fell to 85.3 
percent for total debt and 65 percent for external debt in 1980. 
Although Panama's public sector debt has continued to grow, the 
GDP has grown at a faster rate. 


The rate of growth of the external debt is now slower than any 
time in the last 6 years: 10.1 percent in 1980, down from the 

12 percent growth in 1979, and a far cry from the 39.5 percent 
increase in 1978. This is clearly a trend in the right direction 
and probably will continue as the Government implements measures 
to reduce the size of its deficit and its need for borrowing. 


Most of the borrowing is to finance major development projects and 
fund lending programs to the private sector. Among the major re- 
cipients of borrowed funds in 1980 were the State-owned La Victoria 
Sugar Mill, housing programs, agricultural loan programs, hydro- 
electric power projects, and programs for incentive loans to medium 
and small industries. 


Because of sharply increased interest rates, debt service (both 
interest and amortization) increased 24.8 percent in 1980 and 
amounted to 19.8 percent of GDP. The external debt service was 
66 percent of the total. The internal debt presumably does not 
pose so much of a burden as the external debt, since some of it 
is intragovernmental and most of the rest is in the form of rela- 
tively low-interest bonds. As a percentage of total exports of 
goods and services, the external debt service dropped from 16.7 
percent in 1979 to 13.4 percent in 1980. 
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Panama has been able to refinance its external debt without major 
difficulty. So long as it can continue to do so, it should not 
encounter severe debt service problems. 


BANKING SECTOR--MONEY SUPPLY AND CREDIT 


Local demand deposits increased 33.5 percent in 1980, indicating 
that the money supply grew rapidly. In general, 1979 and 1980 
have been periods of expansionary behavior as expenditures re- 
sulting from new credit have increased rapidly. 


The increase in credit extended in 1979 and 1980 compared with 
1976-1978 demonstrates the confidence bankers have in the current 
economic situation. In the last quarter of 1980, loans granted 
for the first time exceeded $1 billion. Because of ready access 
to Eurodollar sources from local branches of international banks, 
local credit usually is ample and is not dependent on local 
deposits. 


The value of construction loans granted and loans to the commer- 
cial sector continued to grow rapidly. Loans to agriculture were 
up 17.7 percent over 1979 but accounted for only 4.7 percent of 
total loans. The need for more long-term loans to productive 
sectors is evident and is recognized by the Government, which 
tries to make such credit available through the Agriculture Devel- 
opment Bank, the National Bank, and the National Finance Corpo- 
ration. 


Panama continues to enjoy great success as an international bank- 
ing center. The banking and insurance sector is a significant 
source of employment in the Panama City area. The number of banks 
grew from 86 in 1979 to 108 in late 1980. Panama's Banking Com- 
mission considers the local banking system to be healthy, and 

there have been no reports of any banks in financial difficulties. 
Total assets of the entire banking sector were $36.5 billion in 
late 1980 (including both domestic and international license banks). 


EXTERNAL SECTOR AND THE CANAL 


Panama's current account balance for 1980 is estimated at minus 
$270 million, 10 percent less than the $300 million deficit of 
1979. The trade deficit was estimated at $870 million in 1980, 
12.8 percent more than in 1979, but that increase was not nearly 
so large as the 37.6 percent increase in 1979. 





12 


Imports of goods rose about 15.8 percent in 1980, less than the 
28.2 percent rise in 1979, which was partly due to increased con- 
sumer demand after the recession. Goods exports went up an esti- 
mated 22.7 percent in 1980 versus only a 10.6 percent increase in 
1979. The biggest boost to exports was the high world sugar price, 
which resulted in a 150 percent increase in sugar export receipts. 
Exports of bananas fell 17 percent by value on top of a fall of 4 
percent in 1979 after crops were damaged by storms in late 1979. 
Shrimp exports stayed about the same. Petroleum products exported 
increased 36.5 percent by value, 3.8 percent by volume. 


Services contribute much more to Panama's export income than goods 
and offset much of the large trade deficit. Included in the serv- 
ices account is income from the Canal and the Colon Free Zone. 
Panama had a net services account surplus of $580 million in 1980, 
an increase of 28 percent. Investment income from abroad rose 
93.1 percent, and petroleum sold to ships and aircraft in transit 
(included in the services account) increased more than 50 percent. 
Tourism receipts were up only 4 percent, however. 


No information on the capital account for 1980 is yet available. 
It is difficult to estimate capital inflows and outflows in such 
a free environment as Panama, which does not have exchange con- 
trols or even a central bank, has few reporting requirements, and 
uses the U.S. dollar as its currency. 


Net foreign private investment increased to $40.3 million in 1979, 
from virtually zero in 1978, reversing a trend of private capital 
outflow characteristic of the previous 2 years. This private in- 
vestment inflow probably continued in 1980. 


Panama's current account is likely to stay in deficit around the 

$300 million mark for the next few years because of high interest 
payments on its debt and large imports of goods, including petro- 
leum and food. As a percentage of GDP, it should decline. 


Petroleum imports are likely to decrease in the future however, as 
most of Panama's electric power generation will be by hydroelectric 
resources now being developed. The outlook is also for increased 
private investment inflows and reduced private capital outflow as 
attractive investments appear in Panama. In addition, large in- 
flows of foreign finance capital are expected as a result of the 
large development projects now underway or planned (including 
hydroelectric projects, the transisthmus oil pipeline, the Cerro 
Colorado mine, and others). 
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It should be kept in mind that the overall balance of payments in 
Panama is always automatically in balance because of the equality 
of the Panamanian Balboa to the U.S. dollar. 


Total expenditures in the Panamanian economy by U.S. Government 
agencies and U.S. citizens located in the Canal area rose about 
23 percent in 1980, to about $393 million. A more realistic com- 
parison with 1979 would be to exclude the contribution of retire- 
ment and disability payments, which were underestimated in 1979 
and prior years, in which case the increase would be only 17 per- 
cent. This is still slightly more than Panama's inflation rate 
and is all the more significant because it took place despite the 
transfer of the ports, the railroad, and many governmental serv- 
ices to Panama. 


Treaty payments increased from $20.3 million to $76.1 million be- 
cause only 3 months of 1979 were under the new Treaties. Excluding 
the Treaty payments, the remaining income flow to Panama increased 
about 6 percent. 


The Treaty implementation has not had a large effect on Panama's 
economy, despite the various shifts and transfers of responsibili- 
ties. The major change has been a net reduction in income that 
would have gone directly from the U.S. agencies to the Panamanian 
private sector in the form of wages and salaries paid and purchases 
of goods and services from Panama since the Panamanian Government 
now is responsible for, and pays workers' salaries in, the ports 
and the railroad which formerly were operated by the Canal Company. 
However, this has been more than offset by the increased Treaty 
payments to the Panamanian Government, which reach the private 
sector indirectly. The Government of Panama also has begun to tax 
many business activities which operated in the former Canal Zone. 
The transfer of the ports and the railroad to Panama opens the way 
for expansion of these services: The Free Trade Zone is being ex- 
panded and housing projects and industrial areas are being con- 
structed on land that used to be part of the Canal Zone. 


LABOR-MANAGEMENT RELATIONS 


Wage increases have tended to lag behind inflation in recent years, 
but that situation should begin to change soon because of labor 
contracts due to be renegotiated and new legislation which legal- 
izes some strikes that would have been illegal during the last few 
years. However, management's hand in negotiations probably is 
strengthened by increases in urban unemployment. Negotiations 
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will require some sophistication from both sides in order to avoid 
more serious conflicts, as labor is very concerned about the ero- 
sion of purchasing power. 


A new labor law, Law 71, just passed by the National Legislative 
Council, represents a compromise between the positions of business 
and labor by modifying certain articles of the Labor Code which 
had been suspended since 1977. These provisions relate to the 
guarantee of worker tenure, the process of legal firing, the right 
to strike, and recourse to arbitration. Under the new law, excep- 
tions to the rule that no one with 2 years' service can be fired 
without cause were expanded to include small businesses, farms, 
and ranches, as well as temporary workers in plants processing 

raw materials for export. The provision that in larger industries 
an employer may discharge an unsatisfactory employee with payment 
of 50 percent additional severance benefits and back salary even 
if he is ordered reinstated by a labor court, goes a long way 
toward overcoming the fears of the business community that pre- 
vious provisions of the Labor Code, if enforced in a manner favor- 
ing labor, would severely depress private investment. The law was 
approved after considerable debate and consultation with repre- 
sentatives of both business and labor. 


OUTLOOK 


As almost an island of tranquility in Central America, Panama has 
a number of things in its favor. It has a large international 
banking community, which improves the ability of both the public 
and private sectors to borrow on relatively good terms from almost 
limitless Eurodollar sources. Alternative energy sources are 
being developed, with almost complete conversion to hydroelectric 
power expected by 1984. This has already reduced Panama's oil 
import burden and should offer industrial users abundant power. 
There is also some hope for oil discoveries in Panama. The Canal 
continues to contribute about $400 million a year to Panama's 
economy (over 11 percent of GDP). Because of the entry into force 
of the Panama Canal Treaty, Panama should be able to capitalize 
even more on its geographic position as a crossroads of transpor- 
tation. Colon Free Trade Zone activities, which are expanding 
rapidly, already contribute greatly to the economy and to employ- 
ment. 


In addition, several large projects underway or planned promise 
continued growth by stimulating investment, employment, and ex- 
ports. Among these are the transisthmus oil pipeline, the Cerro 





49 


Colorado Copper Project, and the hydroelectric power development 
programs. 


Unfortunately, the current high rate of economic growth is depend- 
ent on construction, which fluctuates all too easily (and is con- 
centrated in Panama City and Colon), and on services, which are 
dependent on international economic conditions. Likewise, the 
scope for expansion of manufacturing is limited if it remains con- 
fined to the domestic market. Only a rapid increase in export- 
oriented manufacturing or assembly operations could significantly 
expand this sector and create the large number of new jobs needed. 
Agriculture is very weak, although it has untapped potential which 
could be developed under the right conditions. Unemployment con- 
tinues to increase. The economic structure needs to become more 
labor-intensive, and more vocational training is needed to develop 
skilled workers that can be employed in new industries. The GOP 
is addressing this problem, with the assistance of AID. 


A smaller public sector deficit will slow the rate of increase of 
the public debt. Nevertheless, high interest rates will keep in- 
terest payments high and will make it difficult to control current 
expenditures. The only answer appears to be to shift toward more 
private investment to finance development instead of relying so 
much on government spending. A trend in this direction is already 
evident. The GOP has indicated that generally it will not make 
more large investments in State-owned enterprises, with the excep- 
tions of the oil pipeline and the Cerro Colorado Copper Project. 
The Government is planning to conduct a study of industrial policy 
with the assistance of the Inter-American Development Bank which 
will review the incentive structure, taxation, pricing policy, and 
other issues which could affect industrial development and stimu- 
late investment. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


The acceleration of Panama's economic growth rate in the past 
several years has been reflected in the expansion of U.S. exports 
to Panama. Using U.S. Department of Commerce data, U.S. exports 

to Panama (including the Colon Free Zone) were $346 million in 
1977, $438 million in 1978, $528 million in 1979, and expanded to 
$699 million in 1980. The value of our 1980 exports was 32 percent 
over the 1979 totals, and 102 percent over the totals for 1977. At 
present, the United States has the lion's share of Panama's non- 
petroleum import market, but active marketing efforts of U.S. firms 
will be required to maintain this market share. 
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Two projects of enormous economic and commercial significance are 
likely to be initiated in Panama in 1981; viz., the transisthmian 
oil pipeline and the Cerro Colorado Copper Project. The latter 
project is described in detail below. The implementation of the 
$250 million pipeline project only awaits the final approval of 
Panama's legislative body which is now expected in early June. In 
March of 1981, it was announced that the Morrison-Knudsen Interna- 
tional Co. had been awarded the contract for the design and con- 
struction of the 78-mile oil pipeline. The contract was awarded 
by Petroterminal de Panama, S.A., a joint venture of the GOP work- 
ing through COFINA, its National Finance Corp.; Northville Indus- 
tries Corp. of Melville, New York; and CBI Industries of Oak Brook, 
Illinois. A road to be built adjacent to the pipeline will open 
up an area of Panama to vehicular traffic, and hence to economic 
development, which is now only accessible by water or air. Income 
taxes, royalties, and interest income accruing to the GOP because 
of the project will approximate $74 million per year. While the 
pipe will likely be procured outside of the United States, much of 
the other equipment for the project could be supplied by U.S. 
firms. United States manufacturers of 6,000-horsepower centrifugal 
pumps, floating roof tanks, ballast water treatment facilities, oil 
spill and prevention devices, small diesel engines, etc., should 
find excellent export opportunities in this project. 


During 1981-1982, the GOP will also likely implement several proj- 
ects being financed by international financial institutions. The 
World Bank, for example, has recently concluded a $20 million loan 
agreement with Panama to assist the GOP in its efforts to stimulate 
private industrial development. The project will provide funds to 
COFINA, which in turn will make them available to private and pub- 
lic sector enterprises in manufacturing and related subsectors 

such as tourism. COFINA is now reviewing 54 projects in the agro- 
industrial sector alone with an estimated total required investment 
of about $100 million. Fruit processing, fish meal production, and 
shrimp farming are the areas of most expressed interest. Informa- 
tion on COFINA's programs and projects can be obtained from Lic. 
Pedro R. Mora R., Gerente de Proyectos, COFINA, Apartado 6-2191 
Estafeta El Dorado, Panama, Republic of Panama; telephone: 69-3666; 
telex: 3682583. 


As noted above, the World Bank also has provided the GOP with a 
$6.5 million loan to finance oil exploration in the country and 
for energy planning. Other projects in preparation to be financed 
by the World Bank include improvements of the water supply and 
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sewerage systems of Panama City and Colon, and improvements of the 
ports of Balboa and Cristobal. The Inter-American Development 
Bank will likely finance part of the $46 million effort by the GOP 
to improve the water and sewerage systems of medium-sized cities 
in the interior of the country and part of the $55 million GOP 
effort to extend electricity into the rural areas of Panama. The 
IDB also has provided financing to the GOP's Pre-Investment Fund 
to undertake a series of feasibility studies on design contracts 
and master plans for various projects. A call for the prequalifi- 
cation of firms already has been extended for a contract for a 
feasibility study of the development of another free trade zone 

on the Atlantic side of the Panamanian isthmus. The opportunities 
in Panama for the export of U.S. services in the consulting/design 
area are excellent. United States consulting, engineering, and 
architectural firms should make contact with officials in the Pre- 
Investment Fund to keep apprised of forthcoming consulting con- 
tracts to be let for bid. The address is as follows: Ministerio 
de Planificacion y Politica Economica, Fondo de Preinversion, 
Apartado 2694, Panama 3, Republica de Panama; telephone: 69-2594; 
telex: 368738. 


Other specific expanding areas of the Panamanian economy of pos- 
sible commercial significance for U.S. firms are described below. 
The Embassy is convinced that one of the best ways to place U.S. 
goods and services in the Panamanian market is through the use of 

a local representative, agent, or distributor. A good local rep- 
resentative can be an invaluable source of market data, trade 
leads, and trends. Trade specialists in your nearest U.S. Depart- 
ment of Commerce District Office can help you find a representative 
here. 


CERRO COLORADO COPPER PROJECT: OPPORTUNITIES FOR U.S. SUPPLIERS 


The copper deposits of Cerro Colorado, situated in Chiriqui Prov- 
ince in the western part of Panama, estimated at 1.4 billion metric 
tons, are among the largest known deposits in the world. CODEMIN, 
the State-owned mining corporation, and Rio Tinto Zinc Corporation 
Ltd. (RTZ), a British company, entered into an agreement in 1980 
forming the Cerro Colorado Copper Enterprise. CODEMIN holds a 5l 
percent share; RTZ holds the remaining 49 percent. A final deci- 
sion whether to proceed with the development of the $2 billion 
project has been set for July 14, 1981. Fluor Mining & Metals, 
Inc., of Redwood City, California, has been selected as the engi- 
neering, purchasing, and management company for the project, which 
will include the construction of the mine, harbor, and port 
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facilities, a road linking the port to the mine, a 264-megawatt 
hydroelectric dam, and possibly a copper smelter. It is estimated 
that the mine will produce 282,000 tons of pure copper per year 
for the first 5 to 7 years and 250,000 tons per year thereafter. 


It is expected that the Canadian Export Development Bank will 
finance a large share, perhaps 50 percent, of the project. This 
loan will likely be tied to the purchase of Canadian goods and 
services. Nevertheless, it is believed that there will remain 
commercial opportunities for U.S. firms in areas where Canadian 
suppliers will be unable to meet demand and in areas not tied to 
the purchase of Canadian equipment. U.S. suppliers interested in 
this project should contact Mr. C. B. Lewis, Manager Materials 
Management, Fluor Mining and Metals, Inc., 10 Twin Dolphin Drive, 
Redwood City, California 94065 (415-595-6093). 


IMPROVEMENT OF THE OPERATION OF THE PANAMA CANAL OFFERS POSSIBLE 
COMMERCIAL OPPORTUNITIES 


Until the year 2000, the operation and maintenance of the Panama 
Canal will be the responsibility of the U.S Government through its 
agency, the Panama Canal Commission. The Commission will be man- 


aged by a Board of Directors of nine members appointed by the U.S. 
Government. Four of these members will be Panamanian, having been 
nominated by the Government of Panama; the other five will be 
American. U.S. firms interested in meeting the equipment needs of 
the Commission may find useful the Commission's Procurement Divi- 
sion at 4400 Dauphine Street, New Orleans, Louisiana 70146. 


The dramatic increase of traffic through the Canal during FY 1980 
has prompted the Commission to undertake capital and other improve- 
ments in the Canal to enhance Canal capacity and improve efficiency. 
In the near and medium term, the Commission will be considering the 
following possible procurement: one replacement tug boat ($4.5 mil- 
lion); 5-7,000 steel track racks for towing locomotives ($7.5 mil- 
lion); a closed circuit television monitoring system with inte- 
grated microwave relaying equipment, cable, etc., for monitoring 
traffic in the Canal; 4 diesel locomotive cranes for maintenance 

of the locks ($2.8 million); computer hardware and software and a 
bank of larger CRT units for improved marine traffic control; one 
large electronic display board for ship scheduling; replacement 
transformers for the PVC units currently in use; auxilliary pumps, 
generators and other accessory equipment for tugboats; and new 
electric motors and other equipment for the modernization of the 
lock machinery. 
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PORT IMPROVEMENTS DEVELOPMENT SUGGEST EXCELLENT U.S. EXPORT 
OPPORTUNITIES 


A year and a half after the entry into force of the Panama Canal 
Treaty, with the concomitant assumption by Panama of total respon- 
sibility for commercial port service within the country, port 
development both within and outside of the Canal area is becoming 
an increasingly significant element of Panama's developmental 
strategy. Top priority in this regard, following entry into force 
of the Treaty in October 1979, was expansion of the Cristobal port 
facilities to provide for more efficient container handling and 
service. 


The Panamanian National Port Authority (APN), which operates the 
Canal area ports of Balboa and Cristobal, has initiated a $10 
million World Bank financed container complex construction project 
for Cristobal port to provide adequate container handling capa- 
bility through 1990. In addition, contract negotiations are well 
advanced for private operation of the extensive bunkering facil- 
ities in the ports and the initiating of private ship repair fa- 
cilities centered around the drydock facilities at Balboa. 


More ambitious port development projects, still in the incipient 
stage, should provide substantial opportunities to U.S. exporters 
and investors over the next few years. 


Two "specific purpose" ports are on the drawing board. The trans- 
isthmian oil pipeline discussed above, for which construction is 
due to commence during the spring of 1981, will end in a new, deep 
water petroleum loading port at Chiriqui Grande in the now vir- 
tually undeveloped province of Bocas del Toro. Plans for the other 
special purpose port, which is to be a necessary part of the $2 
billion-plus Cerro Colorado copper mining development project in 
Chiriqui province, will not be completed until a final decision on 
the overall project is made later this year. 


Other multipurpose port projects around the country are planned 
under a 5-year port development plan for which the World Bank has 
recently committed additional financing of $60 million. The proj- 
ects to be funded by the World Bank, inter alia, have been under 
study as part of a broad scale, yearlong study of port needs until 
the year 2000 by Tippetts-Abbett-McCarthy-Stratton engineering 
consultants from New York. A small container port is planned for 
Puerto Armuelles, $15 million is tapped to implement the national 
dredging plan now being developed, and $10 million each is ear- 
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marked for improvements to the ports of Balboa and Cristobal, with 
most of the expenditures coming in the 1982-83 timeframe. With 
these current plans and the World Bank's commitment to funding, 
significant opportunities should exist in this area for U.S. ex- 
porters and suppliers during the next few years. For more infor- 
mation on these projects as they develop, contact: Dr. Richard 
Reyes Richa, Technical Director of the National Port Authority, 
Apartado 8062, Panama 7, Republic of Panama. 


PANAMA'S ENERGY DEVELOPMENT PLANS 


The GOP is following a 2-part strategy for satisfying Panama's in- 
creasing demand for electricity, currently among the highest in 
Latin America. The first part involves the development of hydro- 
electric facilities to replace imported oil which has historically 
been the country's principal source of energy. The 264-megawatt 
Changuinola I hydroelectric project in western Panama has been 
identified as the next facility to be developed. This $700 mil- 
lion project recently has been incorporated into the Cerro Colo- 
rado project. Preliminary design proposals have already been 
requested from 12 international firms, including Chas. T. Main of 
Boston and Harzo Engineering Co. of Chicago, by the GOP's electric 
utility agency, Instituto de Recursos Hidraulicos y Electrificacion 
(IRHE). U.S. firms which could put together a design, supply, and 
construction package for this project might be well received. Con- 
tact should be made with Ing. Eduardo Suarez, Project Manager, 

IRHE (telephone: 62-6222, extension: 261). A Canadian firm, Acres 
International Limited, is also studying the feasibility of a 120- 
megawatt hydroelectric facility on the Rio Tabasara, which will be 
developed to take the place of the Changuinola project in the na- 
tional grid if the Cerro Colorado project proceeds. 


The second part of the GOP's strategy involves the extension of 
electricity to new users, particularly in the rural areas of the 
country. This part of the program is designed to increase the 
proportion of the rural population supplied with electric power 
from 34 percent in 1980 to over 60 percent by the end of the pro- 
gram. This effort will provide an important complement to a series 
of rural projects undertaken by the GOP as part of its regional 
development policy. The total cost of the project is estimated 

at $33 million. U.S. firms interested in these electricity trans- 
mission and distribution projects should contact Arq. Edwin 
Fabrega, Director General, IRHE, Apartado 5285, Panama 5, Repub- 
lica de Panama. 
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COMMERCIAL OPPORTUNITIES IN THE FISHING SECTOR 


Panama's commercial fishing industry is an important sector of 
the Panamanian economy and is growing. Shrimping is the most im- 
portant subgroup of the fishing industry, although the 1979 catch, 
with an export value of $45 million, fell almost to the levels 
recorded in 1975. Lobster, tuna, red snapper, croaker, green jack, 
Spanish mackerel, sardines for canning, anchovies and herring for 
fishmeal, and shark and fish oil are also produced. Unlike the 
shrimp industry, the 1979 industrial fish catch was 34 percent 
over the 1978 levels and the 1980 catch was a record. The value 
of fishmeal and fish oil exports in 1979 amounted to about $12 
million. 


In April 1980, much of the country's fishing industry moved their 
operations to the new port of Vacamonte, located about 20 miles 
west of Panama City. Vacamonte features a full range of supply 
houses, police and fire contingents, freezer facilities, a dry- 
dock, etc. The GOP is interested in attracting private investment 
in the new port, particularly canneries for tuna and other fish 
processing plants. 


The GOP is actively promoting investment in shrimp farming. COFINA 
has made loans totaling over $1 million to four local companies in 
this field. A total of 8,000 hectares are now being used for 
aquaculture, and Panama ranks second behind Ecuador in Latin Amer- 
ica in farmed shrimp production. Pipe, pump systems, and related 
equipment should be in demand. 


COLON FREE ZONE: A GATEWAY TO LATIN AMERICAN MARKETS 


Established by law in 1948 and made operational in 1953, the Colon 
Free Zone (CFZ) is now the oldest and largest free trade zone in 
the Western Hemisphere. With over $4 billion in trade (imports 
and exports) in 1980, the CFZ is second only. to Hong Kong among 
the free trade zones of the world. Currently, more than 350 com- 
panies, representing about 800 foreign firms, operate in the CFZ. 
U.S. firms such as Kodak, Pfizer, Gillette, and Goodyear, to name 
just a few, work out of the CFZ. Other U.S. firms are currently 
negotiating for space. 


Since its founding, the CFZ has been limited to a 94-acre area in 
the city of Colon. Until the entry into force of the Panama Canal 
Treaty in 1979, neither Colon nor its Free Zone, enveloped as they 
were by the territory of the Canal Zone, was able to expand. With 
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the treaty-mandated reversion of much of the surrounding land to 
Panamanian use, vast new acreage has become available for the 

Zone's expansion, necessary to accommodate the more than 200 new 
firms which have expressed interest in initiating CFZ operations. 


In 1980, the World Bank and a consortium of banks led by the In- 
dustrial Bank of Japan agreed to grant the GOP a financing package 
totaling $105 million for the expansion of the CFZ and for improve- 
ments in the Port of Cristobal and in the city of Colon itself. 

At the heart of the 4-year program, called the Colon Urban Develop- 
ment Project, is the proposed doubling of the CFZ and the creation 
of an industrial park to eventually cover 350 acres. Already 30 
new warehouses have been built in the new commercial area and 11 
others are now under construction. Among the companies reportedly 
moving into this expansion area are: National Cash Register, SKF 
of Sweden, NTN of Japan, and Samsung of Korea. About 90 acres are 
currently being prepared for the new industrial park. 


Companies use the CFZ for warehousing, for light assembly, and as 
regional exhibition and distribution centers. Merchandise enters 
and leaves the CFZ tax- and duty-free, and profits from exports 
from the Zone are taxed at preferential rates. The CFZ management 
offers public warehousing service for the benefit of companies 
whose inventory volumes do not warrant the leasing of permanent 
space. Charges are made monthly based on the merchandise ware- 
housed. 


Products with a high value in relation to their volume and weight, 
such as pharmaceuticals, photographic equipment, electronics, 
books, laboratory and surgical instruments, tobacco products, cos- 
metics and toiletries, spirits and other beverages, watches, etc., 
account for a large part of the commercial activity of the CFZ. 
Japan and Taiwan account for nearly 50 percent of the imports into 
the Zone; the U.S. share of total CFZ imports is about 15 percent. 
U.S. firms wishing to improve service to their Central and South 
American customers may wish to consider operations from the CFZ. 
Companies wishing more information about the Colon Free Zone 
should contact Ing. Eric Samaniego, CFZ Promotion Director, P.O. 
Box 1118 Colon, Republic of Panama (telex: 328-9287; telephone: 
45-3135). 


ATLAPA CONVENTION CENTER: A GOOD ENTRY INTO THE PANAMANIAN AND 
LATIN AMERICAN MARKETS 


U.S. firms considering various market entry strategies or further 
penetration of old markets in Panama and in other countries in the 
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area may wish to consider participation in one of the several 
trade shows being planned in 1981-82 at the Atlapa Convention 
Center. Inaugurated in June of 1980, the Center is considered 
by the experts to be the most modern exhibition and conference 
center in Latin America. 


The ATLAPA Center, which takes its name from the Atlantic and 
Pacific Oceans, has a main exhibit hall of 32,000 square feet, 
two theaters (one seating 3,000), a modern communications/trans- 
lation system, and other first-class facilities. The Center is 
declared a customs-bonded site for all exhibit materials; all 
customs duties on display materials are waived. 


Panama's central location in Latin America, its good airline con- 
nections (26 international air carriers serve Panama), and its 
political stability will help in drawing visitors to the Center's 
trade shows from all over Latin America. Exhibitions planned in 
the near term include: Latin American Health Care Exposition (Sep- 
tember 1981), Latin American Building and Construction Expo (Octo- 
ber 1981), Latin American National Security Expo (November 1981), 
Intelect Exposition (Electrical equipment, March 1982), Commercial 
Fishing Expo (February 1982), and Latin American Business Equipment 
Exposition (March 1982). For further information about the In- 
telect Exposition, please contact Horizon House, 610 Washington 
Street, Dedham, Massachusetts 02026 (617-326-8220). For informa- 
tion about all other shows noted above, please contact Industrial 
& Scientific Conference Management, Inc., 222 West Adams Street, 
Suite 999, Chicago, Illinois 60606 (312-263-4866). 


U.S. EMBASSY ASSISTANCE 


U.S. firms interested in. commercial or investment opportunities 

in Panama are cordially invited to contact the U.S. Embassy in 
Panama. For commercial/trade matters, U.S. firms should contact 
the Embassy's Commercial Attache, Dale V. Slaght; on investment 
matters, please contact the Embassy's Economic Counselor, J. Peter 
Becker. The Embassy is open, daily from 8 a.m. to 5 p.m. (tele- 
phone: 27-1777); its mailing address is: American Embassy Panama, 
Box E, APO Miami 34002. 
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